Advice for Medium Budget Speech 2023/24 


South Africa has a large debt and wastes a lot of resources merely servicing it. It 
is in fact the largest expense in the budget - more than basic education. We are 
at risk of a fiscal crisis if we do not lower the deficit and reduce debt. The day 
after the country has earned enough income to cover government revenue for 
the year is called Tax Freedom Day, and that day has moved from 101 days into 
the year in 1994 to roughly an additional 6 weeks later now. Over a period of 50 
years government revenue has been increasing linearly and since 1994 the 
yearly rate has averaged 0.39% of GDP (the country’s annual income). That adds 
up quickly. Since 1972 the fraction of the national income taken by government 
has increased by 70%. A smaller burden of the state on the economy is generally 
better for economic growth. Tax Freedom Day needs to return to what it was a 
generation ago. In spite of that last year’s medium-term budget envisaged an 
average annual increase in government spending of 4.4%. That is simply 
irresponsible. As part of the effort to persuade us that government isn’t being 
irresponsible every budget speech includes some estimate of the expected 
growth rate. These estimates however almost always prove inflated. 


Budget speeches also almost always include some statement of intent to create 
conditions that will encourage higher growth rates. Often the mechanism of 
encouraging more private investment by reducing onerous business regulation is 
mentioned. Yet year after year by the time next budget speech comes along no 
improvement in content or quantity of the regulatory environment has occurred. 
Indeed, at the time of the budget speech another minister is typically in the 
process of tabling a piece of legislation that promises to bring about a slew of 
confusing regulation in its wake. 


Earlier this year | looked at classes of policy related variables that predict 
economic growth. | found two - reliable law enforcement relevant to business 
i.e., fair law and effective crime and corruption control, and less labour 
regulation. A country that manages both will have a much higher long-term 
growth rate than one that doesn’t. Government should prioritise its regulatory 
reform efforts on these two areas but while it usually pays lip service to the 
former it actively and shortsightedly opposes the latter. 


Government seems to believe that it is a good thing to keep stated owned 
enterprises going whereas they are a major drain on the country and the primary 
site for corruption. ESKOM, Transnet and SAA are standout examples. SOEs do 
not need to occupy the states regulatory efforts. SOEs need to be eliminated and 
replaced. Law and law enforcement is where regulatory efforts should be 
focussed instead. 


The importance of reducing and improving regulation is recognised by almost 
everyone and it does work. A decade or so ago the Canadian province of British 
Colombia had a rule that every new regulation had to be paired with a removal 
of a greater number of existing regulations. The successfully lived up to that rule 
and saw a marked jump in economic growth relative to Canadian provinces who 
had no such rule. Government needs to own up to failing on this point so far and 
table some plan to finally deliver it. Will we see that in this budget? 


